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the most part the notes of the local country banks predomi-
nated. It must be remembered that, till the provincial branches
of theBank of England were founded (1826-44) Bank of England
notes were not locally convertible into coin. Nor were they
legal tender till 1833.

The country banks held local cash reserves in the form of
coin, but they also held reserves in London, in the form of de-
posits with London banks, and they relied on these London
reserves to supplement their local specie reserves in case of need.
Any one country bank that was running short of cash could
draw bills on its London reserves and get them discounted by
other banks of the neighbourhood. But in case of a sudden and
simultaneous pressure on all the banks of a provincial centre
at a distance from London, the inevitable delay in transporting
specie in those days of primitive communications might cause
serious trouble.

The outbreak of war with France in February 1793 found
business in a somewhat unsound condition. Several years of
activity and rising prices had brought about a state of tension,
and a reaction was due. War precipitated the reaction in the
intensified form of a panic. Goods became unsaleable, and
the credit system was paralysed. The discount market, with the
Bank of England as lender of last resort, ceased to be an ade-
quate instrument for the provision of credit. Merchants who
could not sell goods had no purchasers to draw bills on. They
needed in some form advances on the security of goods still
awaiting sale. Such advances the practice of the Bank of
England would not admit of, and the Government intervened
with emergency legislation empowering the Treasury to make
advances on merchandise in the form of Exchequer bills
(the short-dated government security that had been in use
since it was introduced by Montagu in 1696), Since the Bank
of England was willing to make advances on the security of
Exchequer bills, the merchants who received them could raise
cash. The real function of the Exchequer bills was to afford a
government guarantee for the advances made by the Bank.
The measure may be compared with the government guarantee